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EEVIEWS. 



VALUATION OF RAILWAYS. 

Census Bulletin 21. Commercial Valuation of Railway Operating 
Property in the United States, 1904. 

This bulletin contains the results and explains the methods of an 
investigation undertaken by the Census Bureau as a part of the task 
of estimating the wealth of the nation. The work was under the 
charge of Professor Henry C. Adams, statistician of the Interstate 
Commerce Commission, and Professor B. H. Meyer, of the University 
of Wisconsin, acting as expert special agent for the Interstate Com- 
merce Comcmission and the Bureau of the Census jointly. It was 
found that the commercial value of railway property actually used 
in the business of transportation during the year 1904 was $11,244,- 
852,000. Railway property not employed in transportation and the 
property and capitalized income of private car and express com- 
panies are not included in this figure. The Eleventh Census gives 
$8,296,050,034 as the value of railroads and equipments in 1890, 
determined by the cost of construction. This figure, however, can 
scarcely be regarded as comparable with the results obtained in the 
recent valuation. Taking these figures as they stand, however, we 
find that the increase in value in fourteen years is only 35.5 per cent. 
During the same period there was an increase of 31.4 per cent, in miles 
of line, 46.5 per cent, in miles of track, 87 per cent, in gross earnings, 
76 per cent, in net earnings, 111.5 per cent, in dividends, 45 per cent. 
in number of locomotives, and 50 per cent, in number of cars. Con- 
sidering these facts in connection with the well-known improvements 
in construction, increase in capacity and efficiency of equipment, and 
the great increase in the value of terminal property in large cities, 
we are led to believe that the estimate of 1890 wsts excessive, or that 
the recent one was too small. 

No one familiar with the methods employed in arriving at cost of 
construction in a railroad balance sheet will doubt that the error is 
chiefly in the figure for 1890, although the recent estimate is un- 
questionably conservative. 

WhUe this whole matter of estimating the wealth of the nation 
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may be regarded as open to grave objections both as to the practical 
importance and the validity of the results obtained, still this effort 
to ascertain the actual value of railway property can be justified' 
from a scientific as well as popular point of view. With some slight 
modifications this valuation might be used as a proper basis of taxa- 
tion. And, while we are warned against attempting to use it in de- 
termining the reasonableness or unreasonableness of rates at the 
present time, it could be used in connection with subsequent valua- 
tions arrived at in the same manner to determine the much-debated 
question as to whether transportation rates in general are becoming 
more or less remunerative. To make such a use of these valuations, 
it would only be necessary to make proper allowance for new capital 
invested from year to year, since the method of valuation employed 
in this investigation gives due weight to all "improvements, better- 
ments, and additions to the physical property, paid for out of current 
earnings, whether charged to operating expenses or directly to in- 
come"; and also to "what may be termed financial betterments," 
such as provisions for sinking funds, improvement funds to be ex- 
pended in the future, undivided surplus, etc. 

But, interesting and useful as the results may be, the most impor- 
tant part of the bulletin for the statistician and student of railway 
problems is the supplement, which contains a number of special 
articles by experts explaining various methods of valuation and jus- 
tifjang those employed in this investigation. The method finally 
adopted and applied in ascertaining the value of 98.62 per cent, of 
the railway property was that of capitalization of net income. Two 
very important questions arose in applying this method : first, to de- 
termine the amount of the net income in the case of each railway or 
system; and, second, to fix upon a rate at which that income should 
be capitalized. It was found necessary to treat each railway system 
by itself, owing to different methods of accounting and to the varying 
rates of income which their securities afford investors. The net in- 
come in each case was obtained by deducting true operating expenses 
(reported operating expenses less sums appropriated therefrom for 
improvements, etc.) and taxes from gross earnings from operation. 
The mean rate at which this net income is capitalized in each case 
was obtained by dividing the entire net income from all sources, 
including undivided profits of every kind, by the total stock market 
value of all classes of securities. The details of the method, some of 
which are rather intricate, are fuUy and clearly explained in the 
supplement by William J. Meyers. 

The purpose of the investigation was to find out what value the 
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investing public places on railroad property rather than to attempt 
any direct valuation of it by experts, and the authors of the report 
have succeeded in thus eliminating the personal equation of the in- 
vestigator in most of the steps of the process. Wherever this was 
impossible, the doubt has been resolved in favor of the lower value in 
every case. 

This is probably the safest and best method which could have been 
used in this work, and yet in the writer's estimation there is at least 
one objection to it, if it is to be employed in successive valuations. 
A mere change in the relative amounts of bonds and stocks in railway 
capitalization, such as has occurred at various periods in the history 
of railway finance, would tend to produce a considerable variation in 
the total value of the property irrespective of other conditions and in- 
fluences. Thus, for example, if the capitaUzation of the hjrpothetical 
railway company, used by Mr. Meyers for purposes of illustration, 
had been changed by increasing the funded debt 25 per cent, and 
reducing the stock by an equal amount, the total value of the property 
would have been larger by $14,000,000, provided, of course, that the 
stockholders under the new conditions were satisfied with the same 
rate of return on their investment. But, even if they should require 
a higher rate, there is no doubt that this change would lead to a sub- 
stantial increase in the valuation of the property without any change 
having taken place in its physical character or earning capacity. 

It is to be regretted also that the results of the stock and bond 
method of valuation were not published in this bulletin. This could 
have been done very easily evidently, as the data were in the pos- 
session of the Bureau. The public and students generally are quite 
as much interested in knowing the total value of railway property 
irrespective of its uses as they are in the figures given in this report, 
since we are accustomed to statistics which cover the whole field of 
railroad activities. 

Taken aU in all, the report contains much to commend and little 
to criticise, and, if similar accuracy can be obtained in estimating 
the rest of the national wealth, we shall be afforded a body of statis- 
tics much more reliable than anything of the sort that has hitherto 
been available. 

C. W. DOTEN. 
Massachdsbtts Institute of Technology. 



